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| F that much-discussed man from Mars had landed his space ship anywhere 





in the United States last week, it would not have taken him long to discover 

that 1952 is a Presidential election year. Toa stranger it might seem a bit 
early for an election almost six months away to dominate the attention of the 
public, but the momentum of the fast-rolling wheels of the political band wagon 
is increasing every day; and it’s a sound guess that - barring only the renewal of 
hostilities by the Communist aggressors - the interest of American citizens will 
be held from now until November by a sequence of electoral thrills and spills, 
winding up with a flourish on November 4, with all the spotlights focused on the 
center ring. 


All the uncertainty and turmoil, however, is not confined strictly to political 
issues. Confusing views on housing are still running riot, and for the past few 
months Congress has been under a barrage of conflicting advice from real estate 
interests, mortgage lenders, housing officials, private builders and public hous- 
ers. All of these powerful groups claim to know what is wrong with the home 
building-home financing business and how to correct it. All of them are going all 
out to influence legislation that will be passed before Congress closes shop for 
the summer and leaves for the political conventions and the hustings. 





The week of May 11 the savings and loan associations held the congressional 
ear. Spokesmen for these institutions told the Senate Banking and Currency 
Committee that without more favorable interest rates on FHA insured loans, de- 
fense and military housing would continue in the doldrums. 





Oscar R. Kreutz, executive manager of the National Savings and Loan League, 
stated emphatically that the recent rise of interest on U. S. savings bonds will 
have to be followed by an increase in the interest rate on VA loans. He said that 
with dividends at their current levels it is economically unfeasible for thrift 
institutions to put more than a token amount of their available funds into 4 per- 
cent GI loans. Mr. Kreutz added that any further increase in dividend payments 
would mean even less money invested at 4 percent. 


Mr. Kreutz made it clear that there is plenty of mortgage money for VA mort- 
gages as soon as the interest rate on GI loans is raised to a competitive level. 
According to figures produced by Kreutz, life insurance companies had on tap for 
investment about $57 billion at the beginning of 1952, the mutual savings banks 
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$20, 880, 000, 000, commercial banks $36, 592, 000, 000, and the savings and loan 
associations $16, 079, 000, 000. 


The figures of the United States Savings and Loan League differed somewhat 
from those presented by Mr. Kreutz. The League reported assets of savings 
associations topped $19, 000, 000, 000 at the start of 1952 and crossed the $20, 000, - 
000,000 mark on May 1. The United States League, following a conservative 
policy, went a step farther by asserting that the present substantial down payment 
requirement on new houses is an excellent thing for both borrower and lender. The 
League maintains that by making a large down payment the home buyer serves 
his own best interests in the long run. This is because the interest cost will be 
cut down and the borrower will own his home, free from debt, in a shorter time. 
In other words, the longer you pay, the more you pay. While we agree, we fear 
few builders will subscribe to this as they contend the high down payments under 
Regulation X are undermining their business. 


Along these same lines of making VA’s more palatable, I received a letter late 
last fall from the senior executive of a savings and loan association in Northeastern 
New Jersey that is doing an aggressive and consistently good job in home finan- 
cing. In part the letter read: 


The GI market has become unnecessarily complicated because 
of the stubborn resistance on the part of VA to improve the yield. 
We realize the interest rate will not change soon, if ever, but why 
not an increase in the service charge to builders - say about 3% 
perhaps on the loan rather than the smaller construction advance? 
One simpler change which would permit us to roll over the existing 
GI loans would be the denial of the assumption privilege to a civil- 


ian. 


In other words, why not amend the regulations so that when the 
mortgage is assumed by a nonveteran the institution is enabled to 
increase the interest rate to 44%, releasing the veteran from the 
bond but retaining the guaranty. The guaranty would normally be 
dropped in most instances if the debt were reduced to a conven- 
tional loan level. If you agree, perhaps you can do much to ad- 
vance the ideas expressed herein. They are not particularly novel 
but it amazes me that nothing has been done about them so far. 


I discussed these ideas with several large mortgage operators, but those men 
to whom I spoke said that in their opinion VA would never consent to increasing 
the service charge to builders. They reminded me of the fruitless struggle by 
builders and mortgage companies over a period of months to persuade the Veter- 
ans Administration to permit lenders to charge builders the 3 to 6% necessary 
to sell GI mortgages in the secondary market. To all schemes involving dis- 
counts the VA returned a strong and cold ‘no”: there was too much of a chance 
that the extra cost would be passed along to the home-buying veteran. 
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However, in February, and much to my surprise, the Mortgage Bankers As- 
sociation was finally successful in gaining the consent of T. B. King, VA Loan 
Guaranty Chief, to a complicated repurchase system which it hoped would work 
out about as well as the rejected discount proposals. 


Under the system a builder can make a pledge to repurchase his VA mortgages 
from a lender at par on demand, if the lender is unable to dispose of them at par, 
with the customary one-half of 1 percent servicing fee, in the secondary market 
after four months or more of trying. To guarantee the repurchase, lenders may 


require the builder to put up a 6% deposit, forfeitable if he does not buy back the 
mortgages when asked to. 


In giving his authorization to the plan, King made two significant stipulations: 


ONE: The agreement must give the builder the right to buy back the loans 
at par or below while the originating lender is holding them. 

TWO: The agreement must bar the lender from selling the loans to anyone 
but the builder at less than par before the four- (or more) month period expires. 
King also made it entirely clear that the Veterans Administration will keep a 
vigilant watch for slippery repurchase agreements. 


To me this repurchase system seems a cumbersome proceeding but, as yet, 
I have heard no comments on how it is working out in actual practice. 


It is true, complaints are still heard about the shortage of mortgage funds, 
but they are coming largely from critical defense and military areas and from 
smaller and more sparsely settled localities where veterans are having difficulty 
in obtaining mortgage financing. In the older and longer-established communi- 
ties there are ample funds available for home loans, at competitive interest 
rates, through mutual savings banks and savings and loan associations. I have 
had several lending institutions tell me recently that they have more lendable 
funds than they have applications for mortgages, and they are contemplating mak- 
ing VA and FHA loans away from home. 





Concerning the question of making VA and also FHA loans outside a lender’s 
own territory, there is the problem of having to pay an additional servicing charge 
of one-half of 1 percent, which reduces the yield on the mortgage. Clearly, a 
Massachusetts institution, for instance, cannot service an individual private 
house in Pennsylvania direct from its home office; hence, when the contract in- 
terest rate is 4 percent, the yield is actually 34 percent. In addition to that, 
the lender does have his own servicing cost, which under efficient operation 
is close to one-quarter of 1 percent, or another 25 points, which, in effect, 
cuts down the yield to 3.25. So the manifest thing is that if the institution can ob- 
tain loans in its own area it has only its home office cost, which gives it 3.75, 
whereas if it goes out of State it has the additional half percent and a net of 3.25. 





Incidentally, Franklin D. Richards, Commissioner, Federal Housing Adminis- 
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tration, testifying before the Committee on Banking and Currency on the effective 
interest rates on government-insured loans, stated that in view of the fact that pay- 
ment of interest is made monthly the equivalent interest is as follows. In his 
analysis he used a loan that is insured and prepaid at the end of eight years. 

4-1/4% loan basis of 100 (par) yield $4.29 gross 

4-1/4% loan basis of 101 (par) yield $3.32 gross 

4-1/4% loan basis of 102 (par) yield $3.16 gross 

4-1/4% loan basis of 103 (par) yield $3.00 gross 


Complaints have been made that it is hard for banks to retain a portfolio of 
mortgages because on the average mortgages are being paid off at a rate to ex- 
tinguish them entirely in about seven years. We will not question such an expe- 
rience in an occasional bank where mortgage prepayments have been unusually 


high in recent years, but generally it could not be reconciled with amortization 
rates as they exist. 


The table on the following page regarding outstanding mortgage debt on one- to 
four-family houses was prepared from annual data of the Home Loan Bank Board. 
Semiannual data were estimated by the Federal Reserve Board. This table covers 
most residential dwellings with the exception of large apartment houses. 


rhe interesting figures for the purpose of this analysis are those for the first 
six months of 1951. That was an active mortgage period comparable to the pres- 
ent. At the end of the first six months of 1951 the estimated outstanding loans 
amounted to $50.3 billion. The “apparent retirements ” for the same period 
were reported to be $4.5 billion, or an indicated annual rate of $9 billion. At 
this rate of retirement all outstanding mortgage debt would be extinguished in 
about 5.6 years. However, this isn’t the true picture. 


According to the Federal Reserve, about 500, 000 new houses and from 725, 000 
to 775, 000 existing houses were sold during the first half of 1951 (refer to our 
Mortgage Bulletin of December 1951). The Federal Reserve estimated that 
$2.8 billion was loaned to finance new dwellings. Deduct this amount from total 


loans made and it leaves $5.1 billion that was loaned on existing houses and for 
refinancing and repairs. 








The loans on older houses were larger in volume than total repayments. This 
revealing information doesn’t suggest amortization over a short period at all. 
What it does plainly indicate is an accelerated turnover in mortgaged houses. 
The existing mortgages on existing houses being sold are registered in the column 
“apparent retirements.” At first glance the figures in this table seem to confirm 
the complaint of rapid mortgage retirement, but a closer study shows that the 
meaning of the data is quite different. In lieu of pointing to smooth and rapid 
amortization they point in the direction of insecurity, and liquidation in order to 
get out from under mortgage obligation. 
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This brief analysis leads to the conclusion that it is the shift in equity owner- 
ship rather than rapid amortization which accounts for many of the mortgage re- 
tirements. While we hope this analysis sheds some light on mortgage turnover, 
it is not, by any means, an attempt to discount the fact that with high repayments 
the average life of loans will be less than the scheduled average. 


* * * 


For the first three months of the current year mortgage recordings totaled 
almost $4 billion with a modest gain of $79 million (2%) over the same three 
months of 1951. Not much ofa gain, and yet a gain. The Greensboro district of 
North Carolina led the entire country in the increase in home mortgage recordings 
with a gain for the first quarter over 1951 of 17 percent, and the Chicago area 
was second with a gain of 10 percent. The Indianapolis district registered the 
heaviest decline with a loss of 11 percent. 


The savings and loan associations continued to record the lion’s share of non- 
farm loans of $20, 000 or less as they recorded 35 percent of all home loans for 
the first three months of the year, an increase of 12 percent over the same period 
in 1951. Their gain in March was 15 percent, while all other types of mortgagees 
financed a lesser amount compared with March a year ago. For the first three 
months the life insurance companies had 16 percent less business compared with 
the first quarter of last year. The mutual savings banks just about held their own 
against last year’s figures. 


Despite the fact that 1952 has been a hectic and chaotic year in the building in- 
dustry, starts increased in April a spanking 10, 000 over March, or 10 percent. 




















According to the Bureau of Labor Statistics the increase was wholly in privately 
owned housing. The Bureau reports that on a seasonally adjusted basis the March- 
April increase in private housing exceeds that of 1950 and 1951. Building ex- 
panded in all parts of the country during April except the south central States. This 
is not too surprising, as some of the cities in that area experienced the most dras- 
tic slump in real estate activity in 1951 of all cities reporting. 


Builders started 347, 900 dwelling units in the first four months of this year. 
Prospects of starting a million dwelling units in 1952 have grown stronger. 
Starts in 1952 are only slightly behind the same period for 1951, a year in which 
builders got 1.1 million homes under construction. The government is making no 
attempt to hold down housing starts to the original ceiling of about 800, 000. 
Rather, it is encouraging new home building. Construction controls have also 
been relaxed to permit the building of amusement places and recreational facili- 
ties. Building material allotments are being boosted for the July-September 
quarter for commercial, municipal and other heretofore tabooed projects. A 
total of 1,069 projects, amounting to about $337 million, have been given the 
green light by the National Production Authority. 


In an effort to fan the flame, the government has taken long-awaited action in 
easing the down-payment requirements on homes in its second relaxation of 
Regulation X. The Federal Reserve Board and the Housing and Home Finance 
Agency announced the reductions in down payments on homes effective immediately, 
June 11. The new terms apply to all government-backed mortgages, such as 
those issued by the Veterans Administration and the Federal Housing Administra- 
tion, regardless of the age of the house. However, where private mortgage 
money is supplied the new terms will apply to houses started since August 3, 
1950, but not to older houses. The changes in the regulations are retroactive 
in that persons who purchased under stricter terms may apply for refinancing 
and a rebate on down payments. Limits for paying off mortgages are not altered 
by today ’s modifying of Regulation X. 


It was generally expected that political maneuvering would bring about an early 
relaxation of Regulation X, but it does seem to this observer that it was decidedly 
on the incongruous side for the agencies to make the announcement only a rela- 
tively tew days after Raymond M. Foley, HHFA Administrator, had told the 
Mortgage Bankers Association in Detroit that “there wasn’t any necessity at 
this time for a change in Regulation X.” 








The boom that showed threatening signs of dying down is being fired up as fast 
as the government can shovel in the fuel. Exhilarated business is the target of 
the government. It will be promoted by new shots of inflation timed for the elec- 
tion effect. Bringing the bloom back to the boom at election time is a potent help 
to the party in power. 











